State ofithe World 2012 
TOWARD 
INABLE 

CRI 


CHAPTER 7 


Reinventing 
the Corporation 


Allen L. White and Monica Baraldi 


moon challenged the global community with 

these words: “We need a revolution. Revo- 
lutionary thinking. Revolutionary action.. .It is 
easy to mouth the words ‘sustainable develop- 
ment,’ but to make it happen we have to be pre- 
pared to make major changes—in our lifestyles, 
our economic models, our social organization, 
and our political life.”? 

The Secretary-General is not the first to 
call for such systemic change. But he, like vir- 
tually all others calling for deep change in the 
planet’s development trajectory, left unan- 
swered the critical question of change agent. 
Who possesses the vision, leadership, and 
capacity to galvanize the “revolution” leading 
toward a just and sustainable world during 
the turbulent decades that lie ahead? 

Will leadership come from existing or new 
global governance bodies equipped with the 
legitimacy and authority to manage complex 
and urgent transnational issues such as climate 
change, responsible international financial reg- 
ulation, and fair trade? What about civil soci- 
ety? Will it surmount its fragmentation and 
evolve into a cohesive force for transformational 
change beyond its contribution to issue-specific 
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causes such as biodiversity, fair labor practices, 
and human rights? Is it plausible that a global 
citizens movement, diffuse and spontaneous 
yet bound together by common values, forms 
a social movement that mobilizes millions in 
support of a “Great Transition” ?? 

And what role for corporations, especially 
transnational corporations (TNCs) that have a 
position of global influence that rivals or exceeds 
the reach of other institutions on the global 
stage? While corporations by no means stand 
alone as the sole cause of multiple social and eco- 
logical crises, they indisputably play a prominent 
role in their creation and persistence. Consider 
the roles of financial institutions in the financial 
crisis, fossil fuel companies in climate change, 
and the advertising industry in unsustainable 
consumerism. Correcting such misalignments 
will require rethinking the fundamentals regard- 
ing societal needs and expectations in relation 
to corporate form and practices. 

Any vision of the global future in the com- 
ing decades must include full recognition of the 
role TNCs play in shaping the planet’s human 
and ecological destiny. It is this reality that 
animates the intense contemporary debates 
about the role of business in society and the 
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capacity—and will—of corporations to simul- 
taneously create public benefit alongside pri- 
vate wealth at a scale and speed commensurate 
with the needs of a struggling, perilous world. 
It is difficult, arguably impossible, to imagine 
a future of 9 billion people living sustainably 
in the absence of systemic change in the pur- 
pose and design of corporations. 


Ascendance of Transnationalism 


Five centuries ago, the precursor of the mod- 
ern TNC appeared in the form of sixteenth- 
century government-chartered trading 
companies organized by the British and Dutch 
royalties. While centuries would pass before 
such global entities would reach the position 
of dominance now exercised by some 75,000 
enterprises, the idea of transnational com- 
merce was set in place by trading companies 
that functioned as agents of both political and 
economic domination of the early colonial 
powers. (See Box 7-1.) 

In those early forms, wealth was tied not to 
the production of goods but to service as bro- 
kers between sellers and buyers of spices, silks, 
minerals, and eventually human beings. The 
trading companies served to enrich the royalty 
and, years later, the investors whose capital 
enabled the expansion of trading activities in 
return for a share of the profits. The idea that 
owners of capital could reap the fruits of cor- 
porate activity began to take root, the begin- 
ning of a slow evolution toward shareholder 
primacy that centuries later would legitimize 
“shareholder value” as the core purpose of 
the modern corporation. Wealth dominated by 
landholding shifted to wealth accrued through 
trade enabled by private investors. The era of 
economic globalization began its slow but 
steady ascent to full fruition in the post-World 
War II era. 

The march of TNCs toward ever increasing 
size and geographic reach continues unabated. 
This trend becomes evident through any num- 
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ber of measures. Employees in foreign affiliates 
of TNCs, for example, grew from 21.5 million 
in 1982 to 81.6 million in 2007. Sales by for- 
eign affiliates increased from $2.7 trillion to 
$31.2 trillion over the same period—more 
than an 11-fold increase. Assets increased even 
more, from $2.2 trillion to nearly $69 trillion.* 

Figure 7—1 offers a complementary per- 
spective on this expansionist trend. Corporate 
functions abroad such as sales offices, logistics, 
call centers, and R&D all show increases 
between 2008 and 2011. Even corporate 
headquarters and other “decisionmaking cen- 
ters” align with this trajectory. Perhaps most 
ominous from the standpoint of western 
nations is the movement of R&D functions 
out of home countries, signaling the growing 
capacity of emerging economies to partici- 
pate actively in all aspects of the value chain, 
not just the traditional resource extraction, 
processing, and assembly functions long asso- 
ciated with that part of the world.® 

The first decade of the twenty-first cen- 
tury is thus witnessing dramatic shifts in the 
global TNC landscape as many corporations 
seek locations closer to customers and talent 
in emerging markets. Principal among these is 
the emergence of TNCs headquartered in 
these countries, positioning themselves as 
competitors in the global economy based on 
scale, technological prowess, and typically a 
prominent government role in ownership, 
oversight, and subsidies.° 

“State capitalism” of this nature is in itself 
a major force in the expansion of TNCs in 
Brazil, Russia, and China, driving firms such 
as SINOPEC, China National Petroleum, 
State Grid (China), Gazprom (Russia), and 
Petrobras (Brazil) to rank among the world’s 
top 50 by revenues, with all exceeding $100 
billion annually.” 

As rapid growth in emerging economies 
continues in the coming decade, the compet- 
itiveness of such firms will be a major force in 
shaping the global future. Along the way, west- 


WWW.WORLDWATCH.ORG 


SUSTAINABLE PROSPERITY 


Reinventing the Corporation 


Box 7-1. The Roots of the Modern Corporation 


At the dawn of the eighteenth century, indus- 
trial production emerged as a new and more 
powerful source of wealth creation. This 
development was noteworthy not only for the 
emergence of the industry-based corporation 
but also for the shift from wealth dominated 
by inheritance and social status to wealth 
driven by entrepreneurship and production 
of manufactured goods. Innovation gradually 
displaced entitlement as the primary deter- 
minant of such wealth. An entrepreneurial 
class, fueled by increasing access to private 
capital, began to redefine the corporate land- 
scape. This process marked the beginning of 
limited democratization of wealth within the 
narrow confines of the investor class that 

a century later would overtake royalty and 
nobility in terms of aggregate control of the 
world’s wealth. 

By the early nineteenth century, two 
major innovations in corporate form 
emerged as the dominant architecture that 
redefined the prevailing model. Until then, 
partnerships of a few private investors plus 
the entrepreneur controlled the corporation. 
In the early 1800s, with opportunities for 
commerce outstripping the capital available 
through private partnerships, companies 
turned to joint stock arrangements. Under 
this regime, investors large and small 
could partake in the surging opportunities 
spawned by industrialization by purchasing 
stock in the enterprise. Through stock 
exchanges, investors both near and far 
could buy shares without substantive 
involvement—or even knowledge—of how 
the company operated. Returns in the form 
of dividends and stock appreciation were 
enough to attract waves of capital from 
those seeking to profit from the industrial- 
ization that was sweeping Europe and 
North America. 

Along with joint stock ownership, the 
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concept of “limited liability” redefined the 
nature of the corporation. Limited liability 
capped risk at a level equal to the value 

of the investor’s shares in the organization, 
creating the prospect of unlimited gains 
with limited risk. Industrialists argued 
before governments that this arrangement 
was indispensable in order to keep capital 
flowing to expanding companies that, 

by the late nineteenth century, were 
emerging as the world’s dominant 
corporate form. 

The dual forces of joint stock and limited 
liability became the pillars of unprecedented 
growth in the size, complexity, and profitabil- 
ity of large corporations. The corporation as 
a remote, tradable asset held by anonymous 
investors decoupled from management, 
operations, and community took root. At the 
same time, labor as a factor of production 
akin to raw materials whose cost should be 
minimized became deeply embedded in the 
world’s surging industrial economies. 

These attributes put in place the defining 
characteristic of the modern corporation, 
namely the primacy of capital (that is, 
shareholder) interests. The ripple effects 
of this primacy flowed through every artery 
of the industrial economy. Conceived as 
mechanisms to attract money in an era of 
capital scarcity, shareholder primacy created 
conditions that would spur many of the 
social movements that pitted the rights of 
capital against the rights of labor. With the 
exceptions of the solidarity during World 
War Il and the shared prosperity of the 
1950-80 period, the friction between the 
rights of capital owners and the rights 
of labor remain, with varying intensity, a 
central feature of advanced economies 
to this day. 

Source: See endnote 3. 
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Figure 7-1. Proportion of Corporate Functions Undertaken Abroad 
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ern standards of corporate governance, social 
responsibility, and ethics will not automati- 
cally become the norms of this new generation 
of TNCs. Indeed, the world view of the gov- 
ernments and executives that shape such enter- 
prises already is bringing a strong element of 
sovereign interests in defining what consti- 
tutes fair play and responsible conduct in the 
twenty-first century. 

Meanwhile, many other forces render fore- 
casts decidedly uncertain: the availability and 
price volatility of mineral and food com- 
modities as well as dramatic advances in infor- 
mation technologies and social networking 
are enabling popular campaigns against whole 
business sectors and individual companies. 
The result is rising pressure on business to 
deliver traditionally public goods such as edu- 
cation and health and, for those firms attuned 
to new market opportunities, to serve the 
poorest of the poor with affordable consumer 
goods and services. Taken together, all signs 
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point to an era that will challenge sacred 
cows and prevailing beliefs that underlie the 
social contract between citizens, their gov- 
ernments, and the corporation—the new 
party to the bargain.® 


The Emergence and Limitations 
of Soft Law 


Against this dynamic backdrop, numerous ini- 
tiatives in the field of corporate sustainability 
provide a glimpse of the evolving expectations 
that both reflect and shape new norms of cor- 
porate behavior. Most of these fall into the cat- 
egory of voluntary, externally driven efforts to 
shift corporate behavior toward alignment 
with the tenets of sustainability: intergenera- 
tional responsibility, environmental steward- 
ship, and social justice. This category of 
initiatives has given rise to a body of “soft 
law” through which new norms of conduct 
emerge not through government mandate but 
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through voluntary actions triggered by non- 
governmental and multilateral actors that, over 
time, build legitimacy and uptake outside any 
formal legislative or regulatory process. 
Dozens of examples of voluntary initiatives 
have emerged in the last two decades. As such 
efforts multiply, many questions have arisen 
regarding their credibility and impact. Are 
such programs actually driving 
corporate conduct toward 
higher levels of social purpose? 
Is voluntarism enough to 
achieve transformational change 
leading to new norms and mea- 
sureable outcomes aligned with 
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planetary well-being?? 

The Global Compact 
launched in 1999 by U.N. Sec- 
retary-General Kofi Annan pro- 
vides a telling example of the promise and 
limitations of voluntary initiatives. The Com- 
pact operates as a values platform and learning 
network to advance 10 principles of corporate 
conduct covering environment, labor stan- 
dards, human rights, and anti-corruption. It 
was a historic moment when the world’s lead- 
ing international governmental body explicitly 
recognized that a just and sustainable future 
cannot emerge without serious engagement 
and concrete action on the part of the global 
business community. Self-described as the 
“world’s largest corporate citizenship and sus- 
tainability initiative,” some 8,000 participants, 
including approximately 6,000 corporate 
endorsers in 135 countries, subscribe to the 10 
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principles and commit to regular reporting 
on progress toward their implementation. 
Among corporate endorsers, about half are 
large companies and half small or medium-size 
enterprises (fewer than 250 employees). As 
measured by company headquarters, the coun- 
tries most involved in the Compact are France, 
Spain, and Mexico. (See Figure 7—2.)!° 


Figure 7-2. Countries and Regions with Most Global Compact 
Company Headquarters 


Source: Global Compact 
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Notwithstanding its impressive expansion, 
the Compact has not been immune to criti- 
cism for shortcomings in accountability to 
the U.N. system, inadequate screening and 
monitoring of participants, and the absence 
of regular and independent performance mon- 
itoring. For example, not until 2004 was a 
process for “delisting” participants put in 
place to deal with any failures to prepare the 
required Communication on Progress (COP). 
Steady improvement has elevated COP com- 
pliance to approximately 76 percent in 2008, 
a respectable but still flawed level of adherence 
to the Compact’s rules of governance.!! 


A second, kindred effort is the Global 
Reporting Initiative (GRI). Conceived in 1997 
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Figure 7-3. Growth in Global Reporting Initiative Reports, 
2000-10 
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by two U.S. nongovernmental organizations 
(NGOs)—CERES in partnership with the 
Tellus Institute— GRI was launched in 2002 
at the United Nations as an independent, 
nonprofit organization affiliated with the U.N. 
Environment Programme and dedicated to 
advancement of sustainability reporting by 
companies worldwide. Approximately 2,000 
companies worldwide are registered as users of 
the GRI Guidelines and countless others do 
so informally. (See Figure 7-3.) 
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embraces the GRI framework. Examples of 
this nature are indicative of a gradual evolu- 
tion from soft law to semi-mandatory to full- 
fledged hard law. It is an evolution repeated 
often in the history of social change, as seen 
in the suffrage, environmental, women’s, and 
anti-apartheid movements. In all cases, gov- 
ernment shifts from observer to participant to 
codifier of emerging norms whose impulse 
originates outside of government itself.!% 
Like the Global Compact, GRI is both a 
reflection and a driver of new 
norms of corporate behavior. 
Until its creation, corporate 
disclosure of environmental, 
social, and nonfinancial eco- 


Source: GRI 
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nomic impacts was seldom 
practiced. A handful of firms 
did so without rules, standard- 
ization, or, by and large, cred- 
ibility. Disclosure initiatives 
were proliferating throughout 
the 1990s, advanced by busi- 
ness associations, companies, 
governments, and NGOs, but 
they were doing so without an 
overarching, generally accepted 
framework built on a core set 
of principles, processes, and 
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As the GRI is adopted more widely, its 
influence can be seen in dozens of policies, 
regulations, and programs worldwide. Exam- 
ples include the Swedish mandate that all 
state-controlled companies publish GRI-based 
sustainability reports, the alignment of sus- 
tainability performance indicators in the 2011 
German Sustainability Code produced by the 
German Council on Sustainable Development 
with indicators of the GRI Guidelines, and the 
listing requirement on the Johannesburg Stock 
Exchange that corporations comply with the 
King Code of Corporate Governance, which 
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indicators. !4 

In little more than a decade, 
GRI has been a major force in 
moving the practice of sustainability reporting 
from the extraordinary to the exceptional to 
the expected. In 2013, GRI will release the 
fourth generation of its Guidelines. Perhaps a 
half decade hence, sustainability reporting may 
be blended seamlessly with financial reporting 
to create a single, “integrated reporting” frame- 
work. Meanwhile, the collective experience of 
thousands of reporters during the last decade 
is providing the necessary data for investigat- 
ing the critical but elusive question: Apart 
from the intrinsic good associated with greater 
transparency and accountability, is sustain- 
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ability reporting driving positive change in 
terms of fair wages, reduced carbon emissions, 
ethical advertising, and other dimensions of the 
corporate sustainability agenda? Research dur- 
ing the next few years will shed light on this 
pivotal question.!® 

Soft law in this field also covers scores of ini- 
tiatives on specific sectors. SA 8000 on decent 
work standards overseen by Social Account- 
ability International (SAI), the Marine Stew- 
ardship Council, and the Forest Stewardship 
Council are multistakeholder global efforts 
seeking to redefine the rules of acceptable cor- 
porate conduct, practices, and products. Like 
the Compact and GRI, these initiatives saw 
steady expansion during the last decade, mea- 
sured in terms of certified factories, fisheries, 
and forest areas. 

While progress among voluntary initia- 
tives is undeniable, so too are the limitations. 
The Compact’s 6,000 corporate endorsers, 
GRI’s 2,000 reporters, and SAI’s 2,300 facil- 
ities are but a tiny fraction of the tens of 
thousands of TNCs, millions of small to 
medium-size enterprises, and countless fac- 
tories in the global economy.!¢ 

Stepping back from individual initatives, the 
aggregate evidence provides little reason to 
believe that voluntarism alone is capable of 
shifting corporate practices at a pace and depth 
commensurate with the challenges that lie 
ahead. The bubbles and busts in technology and 
housing markets throughout many industrial 
nations, the financial meltdown of 2008 and 
ensuing recession, intensifying stress and omi- 
nous signs of irreparable damage to the bios- 
phere—all these point to an urgent need to 
move beyond voluntary initiatives and piece- 
meal, issue-specific, company-driven improve- 
ments. Advances in reducing carbon emissions, 
upgrading supply chain management, and 
strengthening worker health and safety are note- 
worthy. But they are no substitute for systemic 
change that can only occur through deeper 
reflection centered on the nature of the corpo- 
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ration and the roots of conditions that stand in 
the way of tapping the corporation’s full poten- 
tial as an agent of sustainable development. 
Creating a plausible and inspiring vision of 
the new corporation requires a set of framing 
principles and living examples of how such 
transformative changes would actually look. 
Such a vision is part and parcel of many current 
efforts to envision a hopeful planetary future 
rooted in the values of stewardship, justice, 
and solidarity on the part of individuals and the 
institutions that serve them. (See Box 7—2.)!7 


Vision 


Imagine the following scenario: In 2015, after 
years of quiet deliberation and coalition build- 
ing, an alliance of global business leaders forges 
an improbable coalition with civil society and 
labor organizations. Under the relentless pres- 
sure of deepening wage and wealth inequali- 
ties and intractably high unemployment, and 
facing an insurgent global citizens movement 
fueled by a sense of disempowerment and 
enabled by social networking technology, the 
alliance steps forward to say: 

We are here to declare that business- 
as-usual is not an adequate response to 
the expectations, risks, and opportunities 
for corporations in the twenty-first cen- 
tury. We therefore are advocating a 
change in the rules governing corpora- 
tions, a new social contract that recog- 
nizes that companies exist at the pleasure 
of citizens expressed through democra- 
tic government processes that provide 
the rule of law, the stability, and the 
physical and technological infrastructure 
upon which all companies depend. The 
mantra of shareholder value is antithet- 
ical to the core values of sustainable 
development, which is the only long- 
term pathway to build the prosperous 
companies and prosperous societies upon 
which our collective well-being depends. 
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Box 7—2. Envisioning Sustainable Futures 
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What will communities and economies look 
like in the future? Where will current sustain- 
able development policies take the world, if 
implemented? Most important, what does 
success look like, if humanity gets things 
right? The positive vision question is often 
missing in sustainability discussions, and it is 
a key reason why shared strategic action is so 
challenging. Yet as systems thinker Donella 
Meadows once said, “Vision is the most vital 
step in the policy process. If we don’t know 
where we want to go, it makes little difference 
that we make great progress. Yet vision is not 
only missing almost entirely from policy dis- 
cussions; it is missing from our whole culture.” 
When done well, visioning can be very 
effective, as it both catalyzes creativity and 
enables people to be far more strategic. The 
strategic power of visioning lies in how it 
moves beyond a fragmented, short-term, 
incremental, and narrow approach. Tech- 
niques like scenario planning allow a review 
of the consequences of the current trajectory 
and alternative pathways. Having stakehold- 
ers think together about the future—an open 
space still undetermined and thus less 
burdened by past differences, grievances, and 
assumptions—makes it easier to reframe 
stuck debates, build a shared understanding 
of emerging realities, and identify common 
interests. Cities like Detroit, countries like 


We commit to creating new global, 
national, and local governance mecha- 
nisms with the authority and resources to 
encourage and enforce a new genera- 
tion of corporate accountability and 
adherence to a new set of principles for 
corporate design. These principles will 
provide the beacon for an emergent view 
of the corporation built on a partnership 
between people and the biosphere. 

A decade ago, this scenario would have 


South Africa, and companies like Cisco are all 
using these collaborative visioning processes 
to transcend deep divides, create new innova- 
tive breakthroughs and strategic flexibility, 
and discover how to co-design a better shared 
future for all. 

The process of creating a vision draws on 
the creativity of those involved. Advancing 
sustainability requires envisioning not only 
possible futures but positive and compelling 
visions of these futures. There are an increas- 
ing number of initiatives aimed at filling this 
visioning gap, from the World Business Coun- 
cil on Sustainable Development’s Vision 2050 
report to the Great Transition Initiative. But 
supporting a global dialogue—from the grass- 
roots to the mainstream—about the future 
is still a challenge. The engagement process 
needs to be deeper, wider, and richer in order 
to reimagine how humanity can work, live, 
and play together equitably on Earth. 

The good news is that the future is not 
determined. The gift of foresight means peo- 
ple can anticipate, adapt, and create new 
alternatives. The negative scenarios can be 
avoided if people act wisely and boldly now. 
Indeed, humanity’s long-term future as a 
species may depend on this. 

—Nicole-Anne Boyer, Adaptive Edge 
Vanessa Timmer, One Earth 
Source: See endnote 17. 


been implausible. But in the second decade of 
the twenty-first century, scrutiny of corporate 
behavior in both the finance and nonfinance 
sectors is at an unprecedented level. The volatil- 
ity and systemic risks during the last decade 
have shed a harsh light on conduct in the 
financial sector. Failure to regulate banks’ cap- 
ital requirements properly, the proliferation 
of exotic and risky derivatives, and the social 
consequences of the co-mingling of commer- 
cial and investment banking activities all con- 
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spired to destabilize global financial markets. 
The widespread public sentiment that the con- 
centration of profits and wealth in the finance 
sector is a distortionary and unjust force in 
global markets has corroded confidence in 
financial organizations and the government 
entities responsible for their regulation. This 
has fueled demands for remaking the finance 
sector to discourage or prohibit financial cor- 
porations from becoming “too big to fail” 
owing to the systemic risk they create in 
national and global economies. This new sit- 
uation reflects the fact that the ultimate risk of 
failure is borne not by investors but by tax- 
payers of host countries and, in the case of the 
European Community, a whole region. In 
these circumstances, “too big to fail” is better 
characterized as simply “too big.” 

At the same time, the nonfinancial corpo- 
rations—the so-called real economy of goods 
and nonfinancial services—are not immune to 
diminished public confidence. In industrial 
countries, a deep and lengthy recession has 
undermined confidence in the capacity and 
will of corporations to look beyond the next 
quarter’s share price and earnings to invest in 
the future of the company, its employees, and 
the community in which it operates. The grad- 
ual “hollowing out” of manufacturing jobs 
and the threats to traditional safety nets in the 
United States, much of Europe, and Japan 
raise profound doubts about corporations’ 
capacity to share fairly the wealth they create 
among those responsible for its creation. The 
U.S. government’s bailout of the large cor- 
porations in the auto industry raised ques- 
tions about whether such industries should 
be subject to the same leverage regulations 
(that is, borrowed debt) and restrictions as 
are applied to the banking community. And as 
major emerging economies such as China, 
Brazil, and India regularly report progress 
toward poverty alleviation, the contrast with 
the underperforming, job-deficient industrial 
nations becomes all the more stark.'® 
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At least three conditions are likely to con- 
tinue to erode public confidence and intensify 
pressure for change among TNCs: scale, tran- 
sience, and disparities. First, scale. Unbridled 
growth continues to expand the market and the 
political influence of TNCs. Finance, autos, 
pharmaceuticals, the media, and food are 
among the sectors that have consolidated into 
small numbers of major global producers and 
service providers. The growth imperative, mea- 
sured by share price, earnings per share, and 
short-term profits, induces business decisions 
of questionable societal value: ill-conceived 
acquisitions to bolster short-term profitability; 
creative accounting to inflate earnings, for 
example, through deferral of R&D and main- 
tenance expenditures; executive compensation 
at historically high levels of disparity relative to 
median worker wages; and an overreliance on 
stock options that induces obsessive attention 
to short-term share price instead of long-term 
wealth creation. The result is widespread belief 
that too many TNCs, beholden to shareholder 
pressure and entrenched short-termism, are 
failing to contribute to the long-term well- 
being of workers, communities, and the envi- 
ronment at levels commensurate with their 
capacity to do so.!° 

Transience is a second driver of public dis- 
illusionment. In the era of computerized, high- 
frequency trading, share ownership that years 
ago was measured in months and years is now 
reduced to minutes and seconds. Transiency 
also is manifested in the behavior of footloose 
industries that continuously seek lower-cost 
production sites. Accountability to workers 
and communities has little role to play in this 
hyper-competitive transient global economy. 
While the system may yield quick returns to 
selected investors, the societal costs are severe 
in terms of diminished community cohesion 
and worker dislocation. For shareholders, tran- 
sience is simply the contemporary expression 
of “creative destruction” that benefits stock 
traders and sophisticated investors in the name 
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of efficiency and competitiveness. For other 
stakeholders, the system has diluted the con- 
cept of “ownership” to the point where the 
corporation has become a tradable commod- 
ity (like petroleum, minerals, and grains), 
largely detached from the consequences of its 
actions on the lives and livelihoods of the com- 
munities and individuals where it operates. 

Wealth disparities, a third driver of public 
disquiet with corporate behavior, has never 
been viewed as the responsibility, much less the 
outcome, of corporations operating in a free 
market environment. That role traditionally 
falls to government. Despite much rhetoric, 
sustainability issues—climate stability, human 
rights, poverty alleviation—struggle to attract 
the attention of both corporate executives and 
investors. Making the business case for pursu- 
ing such issues through investment strategy and 
portfolio management has made some progress 
in the last decade, but overall it remains at 
the margins of managers’ and investors’ cal- 
culus. The results speak for themselves in terms 
of persistent macro-level income disparities 
within and across nations, micro-level dispar- 
ities in the form of the ratio of executive pay 
to average wages, and record corporate prof- 
its juxtaposed with stagnating or declining real 
wages of workers. 

Creating the preconditions of transforma- 
tional change requires general acceptance of 
new principles that confront and help reverse 
the injurious effects of scale, transience, and dis- 
parities. Fortunately, multiple initiatives are 
afoot—focused on both the “new corpora- 
tion” and the “new economy”—that point to 
a future in which human and ecological well- 
being are the centerpieces of a movement 
toward a just and sustainable future.*° 


Principles 
For more than five years Corporation 20/20— 


an international network with more than 300 
participants from business, civil society, law, 
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labor, and academia—has explored the chal- 
lenges of repurposing and redesigning cor- 
porations. Bound by the belief that new 
models of corporations are indispensable ingre- 
dients for a healthy global future, the net- 
work developed six Principles of Corporate 
Redesign as the pillars of its research, advocacy, 
and public communications. These principles 
provide an architecture for the next generation 
of corporations.?! 

° Principle 1. The purpose of the corporation ts to 
harness private interests to serve the public 
interest. Why does society create laws that 
allow corporations to exist? To serve the pub- 
lic interest, the paramount purpose of all 
democratic systems. The license to operate is 
not an entitlement; it is a privilege. It should 
be granted with terms and conditions aligned 
with the vision of a just and sustainable soci- 
ety and be subject to periodic review and 
renewal based on adherence to such vision. 
This principle recognizes and reinforces the 
unique capacity of the corporation to gener- 
ate wealth. At the same time, it insists that in 
the process of wealth creation, the corpora- 
tion must act in a manner consistent with the 
public interest. Where private and public 
interests conflict, the public interest must 
prevail. Principle 1 rejects the characterization 
of the corporation as an insular entity freely 
marketable without constraints and detached 
from the broader society in which it operates. 
Instead, it positions the corporation as insep- 
arable from, and ultimately accountable to, 
broader societal interests. 

Principle 2. Corporations shall accrue fair 
profits for investors, but not at the expense of 
the legitimate interests of other stakeholders. 
Profit and investment are vital to a well- 
managed corporation. But they are means, 
not ends. Corporations may not pursue profit 
for shareholders by undermining the legiti- 
mate interests of other stakeholders. The 
word “legitimate” is critical because claims 
vary according to the contribution of various 
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stakeholders to the corporate value creation 
process—specifically, as providers of human, 
natural, social, and financial capital to the cor- 
poration. In the course of corporate activity, 
off-loading external effects onto society is 
fundamentally at odds with the public inter- 
est. It shall be deemed unacceptable and 
avoided through appropriate policy and reg- 
ulatory mechanisms. 

° Principle 3. Corporations shall operate sus- 
tainably to meet the needs of the present gen- 
eration without compromising the ability of 
future generations to meet their needs. Vital to 
the public interest—and vital to human and 
ecological well-being—is the stewardship of 
the biosphere through the preservation of 
natural resources and protection of com- 
mon assets such as clean air, water, and the 
Earth’s climate. This principle states unequiv- 
ocally that corporations have intergenera- 
tional responsibilities. Managing for 
short-term private gain is a violation of such 
responsibilities. Operating sustainably implies 
a dramatic change in the nature and pro- 
duction of goods and services and the incor- 
poration of the true cost of such production 
throughout the value chain. 

© Principle 4. Corporations shall distribute their 
wealth equitably among those who contribute 
to its creation. This principle positions equi- 
table wealth distribution as an explicit, though 
not exclusive, responsibility of business. It 
rejects prevailing norms of corporate gover- 
nance and fiduciary duty that make share- 
holder wealth paramount and the wealth of 
all other recipients subordinate. Gains to 
other stakeholders—wages for employees, 
payments to suppliers, and taxes to local and 
national governments—currently are defined 
as costs to be minimized in deference to the 
primacy of shareholder interests. In contrast, 
a corporation design aligned with Principle 4 
recognizes its obligation to share the wealth 
it creates equitably among all parties that 
contribute to it, including payments to gov- 
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ernment whose provision of stability, security, 
and the rule of law are indispensable to suc- 
cessful business operations. 

Principle 5. Corporations shall be governed in 
a manner that is participatory, transparent, 
ethical, and accountable. Participatory gov- 
ernance empowers stakeholders at all levels 
of corporate decisionmaking. Through gov- 
ernance structures that are transparent and 
accountable, affected parties are informed, 
heard, and influential—conditions that nur- 
ture productivity, loyalty, and cohesion in 
the organization. “Stakeholder governance” 
of this nature is closely intertwined with all 
other principles. When designed effectively, 
it is a mechanism for embedding democra- 
tic, participatory principles into corporate 
governance while ensuring that manage- 
ment retains the discretion to operate the 
organization competitively and efficiently. 
Principle 6. Corporations shall not infringe 
on the right of natural persons to govern 
themselves, nor infringe on other universal 
human rights. This principle speaks to the 
corporation’s relationship with the broader 
political rights of citizens. It delineates a 
boundary that corporations shall not trans- 
gress—namely, the rights of natural persons 
to govern themselves through delegation 
of certain rights to government for the ben- 
efit of the public interest. Corporations shall 
not exceed their proper role in democratic 
political processes and shall respect norms 
that limit their influence in lawmaking when 
such influence dilutes or suppresses the voice 
of the citizenry. 

Collectively, these six principles provide the 
underpinnings of a new corporation whose 
purpose and design is aligned with the 2015 
vision described earlier. The notion that cor- 
porations are chartered by governments to 
serve the public interest harkens back to an ear- 
lier era when all corporations—whether royally 
chartered in the sixteenth century to conduct 
global trade or state-chartered in the nine- 


97 


Reinventing the Corporation 


teenth to build a road or canal—functioned as 
time- and scope-limited public purpose enti- 
ties. It is neither plausible nor necessary to 
turn the clock back centuries to reconstitute the 
historical corporate form. But it is both plau- 
sible and necessary to rethink such forms in 
ways that align with the perils and imperatives 
of inhabiting a sustainable planet in the twenty- 
first century. That challenge, in turn, requires 
application of these six principles to key levers 
of change critical to shaping the corporate 
“DNA” in the coming decades. 


Levers of Change 


Corporations are not islands. They are part of 
a complex economic system with a multitude 
of simultaneous variables continuously shaping 
and reshaping their performance. The four 
dimensions of change described here point to 
the multiple pathways through which trans- 
formational change is possible. 

Purpose. Through both legal (charter and 
bylaws, for instance) and extra-legal (mission 
statement or family legacy) means, a corpora- 
tion’s statement of purpose both reflects and 
reinforces its moral fiber. Purpose serves as a 
touchstone when critical governance, strategy, 
and policy decisions are on the line. It also 
serves as a window into the mind of the orga- 
nization and the degree to which its commit- 
ment to creating societal benefit in addition to 
private wealth is embedded into organizational 
culture. When the New York Times and Novo 
Nordisk define their purposes, respectively, as 
“inform the electorate” and “defeat diabetes,” 
it is a signal that social mission plays a signifi- 
cant role in shaping company culture and, ulti- 
mately, strategy and management practices.” 

Countries vary widely in their requirements 
for organizations to explicitly state their pur- 
pose in their bylaws or charter process. In no 
case, however, is the charter process aggres- 
sively deployed as an instrument to advance a 
country’s sustainability agenda. Countries with 
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common law traditions—such as the United 
Kingdom, the United States, Canada, and 
Australia—do not legally require a statement 
of purpose. In contrast, those with civil law tra- 
ditions typically do, including Germany, 
France, Italy, Spain, Brazil, and Chile. But 
even in the latter cases, a declaration of purpose 
generally means purpose within the context of 
the business sector in which the firm oper- 
ates—for instance, “the purpose of company X 
is to produce pharmaceuticals for institutional 
and consumer markets.” 

Recent U.S. developments point to the pos- 
sibility of a new generation of state charter 
options that foster a broader, stakeholder-cen- 
tric statement of purpose. One example is the 
B Corp (B for benefit), a voluntary alternative 
to traditional value-free charters that allows 
companies to use charter language to explic- 
itly recognize the interests of community, 
workers, the environment, and other non- 
shareholder stakeholders in operating the orga- 
nization. B Corps are required to have a 
corporate purpose to create a material positive 
impact on society and the environment, to 
redefine fiduciary duty to require consideration 
of the interests of employees, community, and 
the environment when making decisions, and 
to publicly report annually on their overall 
social and environmental performance using a 
comprehensive, credible, independent, and 
transparent third-party standard. Hawaii, 
Maryland, Vermont, New Jersey, Virginia, and 
California have enacted legislation on B Corps 
as a voluntary alternative to existing share- 
holder-centric charters, and other states are 
considering such action. More than 400 com- 
panies, mainly start-ups and small organiza- 
tions, representing over $2 billion in revenue, 
have been certified as B Corps.’ 

A second charter innovation is California’s 
Flexible Purpose Corporation (FPC), enacted 
in October 2011. This law aims to provide cor- 
porations with a legal framework that protects 
and encourages a social mission but with a 
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more robust protection of corporate directors 
from shareholder lawsuits than that contained 
in B Corp laws. The FPC enables directors to 
consider the long- and short-term interests of 
shareholders, employees, suppliers, customers, 
creditors, community, society, and the envi- 
ronment. Advocates of FPC hope that the 
new law will attract larger corporations than 
those drawn to B Corp status by fostering 
possibilities for mainstream business to blend 
private and societal wealth creation. 

As an instrument for accelerating corpo- 
rate transformation, charter law is an underused 
tool. The B Corp and FPC merit the attention 
of policymakers and regulators in emerging 
economies at a time when new business for- 
mation is accelerating rapidly and the 
entrenched shareholder-centric fiduciary laws 
are far weaker than in industrial countries. In 
emerging economies, charter law could be 
strengthened by a number of changes aligned 
with B Corp content: mandatory statement of 
a public purpose, periodic review of the com- 
pany’s adherence to such purpose as the basis 
for charter renewal, and mandatory sustain- 
ability reporting to disclose specific progress in 
meeting its self-declared social mission. 

Is the spirit of B Corp and FPC transferable 
to the global stage on which TNCs operate? 
Yes, it can be and should be. TNCs are global 
enterprises and, as such, should be subject to 
enforceable global governance mechanisms 
much like international trade, international 
intellectual property rights, and protection of 
the biosphere (through the Montreal Protocol) 
already are. A recent proposal for creation of 
a global chartering entity for TNCs, the World 
Corporate Charter Organization, offers one 
approach to achieving congruence between 
the reach and governance of TNCs. The pro- 
posed global charter would complement rather 
than supplant national charters and would be 
granted for 10 years. Renewal would be sub- 
ject to review and confirmation of a TNC’s 
adherence to its charter obligations. A typical 
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global charter would have five parts: a social 
mission, international norms, an ownership 
component, a governance section, and an 
accountability section. Chartering global enter- 
prises at the national or state level represents 
a fundamental misalignment of purview and 
regulation that can be rectified only by sucha 
global governance body.”° 

Ownership. Ownership, like purpose, plays 
a pivotal role in shaping and reinforcing the 
worldview of the corporation. Many alterna- 
tives to the dominant western ownership model 
of the joint stock, limited liability corpora- 
tion—such as trust ownership, employee 
ownership, cooperative ownership, and com- 
munity-based, hybrid social enterprises—are 
generally better aligned with the principles of 
corporate design described earlier. 

Such corporate forms readily mesh well 
with concepts such as stakeholder governance, 
fair distribution of wealth created by the enter- 
prise, and orientation to long-term horizons. 
Moreover, such forms are not curiosities. They 
in fact exist by the thousands in numerous 
countries, though their prominence is seldom 
tied to broader debates surrounding business- 
society relations. In the United States alone 
there are some 11,000 totally or partially 
employee-owned companies and 130 million 
members of urban, agricultural, and credit 
union cooperatives. In Europe, over 300,000 
cooperative businesses employ 5 million peo- 
ple. In Spain, the Mondragon cooperative in 
the Basque region is a prosperous, umbrella 
entity with 100,000 employees in a wide range 
of product and service enterprises. In Italy, 
the Lombardia region counts over 11,500 
cooperatives and 170,000 related employees. 
And in the United Kingdom, the John Lewis 
Partnership—a $10-billion, employee-owned 
enterprise with some 70,000 employees—is 
the largest department store chain in the coun- 
try. Annual profits are for the most part dis- 
tributed among staff members, who are, in 
effect, the shareholders of the organization.”° 
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Contemporary ownership structures are 
unduly wedded to nineteenth-century industrial 
capitalism, an era of capital scarcity and labor 
and natural resource abundance. In the twenty- 
first century, where financial capital is plentiful 
and skilled human capital and natural capital are 
relatively scarce, alternative ownership structures 
are flourishing and in a constant state of rein- 
vention. The Grameen Bank/Groupe Danone 
(Bangladesh/France) joint venture exempli- 
fies a new generation of blended business mod- 
els that have at their core a social purpose—in 
this case, affordable nutrition for Bangladeshi 
children through the manufacture of fortified, 
low-cost yogurt. Meanwhile, trust- and foun- 
dation-controlled companies answer to a higher 
purpose defined by the nonprofit entity that 
holds controlling shares. Novo Nordisk (Den- 
mark), GrupoNueva (Chile), and Tata Indus- 
tries (India) fall into this category. In the case 
of Tata, 90 enterprises are controlled by fam- 
ily trusts and bound by the 140-year-old legacy 
of its founder to advance social capital.?” 

The Chinese model of state capitalism is yet 
another ownership model: the principal stake- 
holder typically is also the principal share- 
holder—China itself. The rise of Chinese 
enterprise worldwide in sectors such as mining, 
automobiles, and computer technology is mov- 
ing the country well beyond the boundary of 
low-end manufactured goods into becoming a 
global player in both low and high technology. 
Here, enterprises are as much social and polit- 
ical instruments as they are economic engines, 
fortifying China’s effort to ensure secure flows 
of minerals and food commodities from African 
and South American sources. Internally, such 
ownership is used as an instrument to foster 
social harmony, reduce inequalities between 
coast and interior communities, and accelerate 
the rise of the middle class—critical elements of 
the country’s social agenda. Of course, the inti- 
mate connection between government and 
state enterprise has serious downside risks, 
whereby enterprises are beholden to political 
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control aimed at preserving the one-party sys- 
tem. The scale of ecological degradation in 
China attests to the dark side of state capitalism, 
when political and economic interests trump 
environmental protection—to the long-term 
detriment of China’s public health and eco- 
logical resilience. 

All these examples illustrate the broad spec- 
trum of ownership options in play on the 
world stage. To varying degrees, by design or 
by consequence, each provides an alternative 
to the dominant western model in terms of 
alignment with vision and principles of the 
new corporation depicted here. In an inter- 
connected world confronting multiple eco- 
logical, economic, and social crises, ownership 
stands as one of the powerful pressure points 
for rethinking corporate designs such that they 
ingrain social mission in the conduct and cul- 
ture of contemporary enterprises. 

Capital. Whatever purpose or ownership 
structure is in place, corporations need finan- 
cial capital to launch and sustain their opera- 
tions. The access, sources, quantity, and 
conditions by which investment occurs play a 
pivotal role in enabling or impairing the trans- 
formation envisioned here. 

Historically, capital markets have been at 
best indifferent to the long-term social con- 
sequences of investment practices. Among the 
tens of trillions of dollars in assets under man- 
agement worldwide, only a small fraction is 
subject to any form of screen that aligns with 
the principles of the new corporation. In the 
United States, for example, recent estimates 
place the figure at $3.1 trillion, less than 15 
percent of total assets under management.?§ 

Globally, a number of the world’s 100 stock 
exchanges are taking steps toward bringing 
sustainability into their listing requirements 
or other mechanisms for informing investors 
of the materiality of sustainability to their deci- 
sionmaking. These include the Shanghai Stock 
Exchange, BOVESPA (Sao Paulo), Johannes- 
burg Stock Exchange, Deutsche Bérse, Sin- 
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gapore Exchange, and the Stock Exchange of 
Thailand. At the same time, spurred largely by 
GRI, sustainability disclosure initiatives with 
capital markets as a key target continue to 
proliferate worldwide. By one estimate, some 
142 standards or laws are in place, with two 
thirds of them mandatory. A portion of these 
are related to capital market activity, reinforc- 
ing the view that sustainability is moving, albeit 
slowly, from the margins into the mainstream 
of financial markets and government policy.” 

Outside of the mainstream capital markets 
that traditionally serve public equities is a new 
asset class commonly referred to as “impact 
investing.” Spurred by a coalition of 15 foun- 
dations seeking to harmonize their investment 
portfolios with their programmatic goals, 
together with a number of 
mainstream firms serving mis- 
sion-oriented clients, impact 
investors seek opportunities in 
start-ups, funds, social enter- 
prises, and projects for which 
social value is the central goal. 
Principally targeted at emerg- 
ing markets and poor countries, 
the coalition represents $1.5 
billion in assets aligned with 
impact investment performance 
metrics developed by an affili- 
ated initiative, the Global 
Impact Investment Rating Sys- 
tem. In the context of the new 
corporate designs, assets of this 
nature could become significant 
if they expand from their cur- 
rent modest level to, say, a tril- 
lion dollars or more in the next 5-10 years. In 
a similar vein, the Global Initiative for Sus- 
tainability Ratings seeks to reach beyond the 
relatively small mission-oriented investment 
community to drive environmental, social, and 
governance impacts into the mainstream cap- 
ital markets.*° 

A future in which sustainability becomes 
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seamlessly woven into the fabric of capital 
markets is a future with great promise for cre- 
ating and expanding sustainability-oriented 
corporate forms. Realizing this potential at the 
magnitude and speed warranted by multiple 
global crises will require government actions 
in relation to securities regulation and stock 
exchange rules, public financing mechanisms 
in the form of national and state banks and tar- 
geted subsidies for new mission-oriented cor- 
porations, fiduciary regimes friendly to 
mission-driven investors, and capital gains 
taxes that privilege such investors. Examples 
of these types of actions are already in place. 
A vast scaling up and scaling out should be 
part of the Green Economy agenda of Rio+20 
and beyond. 


a4 


The Deutsche Bérse in Frankfurt, Germany 


Governance. Yo accelerate corporate trans- 
formation, corporate governance—the struc- 
ture of decisionmaking and accountability in an 
organization—must shift from a focus on 
shareholder accountability to stakeholder 
accountability. Governance structures and 
processes that operate with a broader, inte- 
grated view of the nature, sources, and equi- 
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table distribution of corporate wealth creation 
are the same structures and processes that best 
align with the desired corporate purpose and 
design. Central to transitioning to such a stake- 
holder paradigm of governance are the values, 
knowledge, and oversight of the board.*! 

Why, more than two decades after inception 
of the contemporary sustainability movement, 
does sustainability remain at the margins of the 
vast majority of TNCs? Shortcomings in cor- 
porate governance surely rank among the 
most powerful impediments. Owing to a com- 
bination of law, culture, and choice, the vast 
majority of corporate boards continue to 
embrace shareholder value as the ultimate 
measure of business success. Indeed, attach- 
ment to this pillar of governance has assumed 
something akin to the law of gravity—unde- 
niable, uncontestable, and unchallengeable.* 
The primacy of capital interests permeates vir- 
tually every corporate national and interna- 
tional governance initiative. 

U.N. Secretary-General Ban Ki-moon’s 
indictment of the global economy is equally 
applicable to corporate governance: “The 
global economy needs more than a quick fix. 
It needs a fundamental fix. If we have learned 
anything from the financial crisis, it is that we 
must put an end to the unethical and irre- 
sponsible behavior and tyrannical demand for 
short-term profit.”*? 

Transforming corporations to align with 
the principles of corporate design requires 
transformation of the boards that are respon- 
sible for organizations’ long-term prosperity. 
The necessary values shift will take time and 
organizational will, legal and regulatory reform, 
a reorientation of global governance norms 
and standards, and, perhaps more decisively, 
pressure from stakeholders whose interests are 
underserved by current governance structures. 

Illustrative actions that will contribute to this 
transformation are: 
® requirements that all existing and future 

board members build their professional com- 
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petence through training in governance for 
sustainability; 
reconstitution of boards to include a mix of 
directors whose background and expertise 
mirror the full spectrum of the organiza- 
tion’s key stakeholders; 
creation and independent funding of a 
Futures Council, a body that independently 
assesses the board’s and the company’s sus- 
tainability performance with reference to 
the interest of all legitimate stakeholders, 
including those of future generations; 
a requirement that directors hold manage- 
ment accountable for integrating sustain- 
ability into all business functions, and regular 
monitoring and assessment of such integra- 
tion; and 
integration of executive compensation with 
the company’s sustainability performance. 
No single action is a panacea for trans- 
forming corporate governance. Indeed, it can 
be argued that the durability and effective- 
ness of any measure must be preceded by a 
deep reflection on the part of directors as to the 
purpose of the corporation, the role of the 
board in achieving such purpose, and the 
meaning of duty of loyalty and duty of care in 
the twenty-first century. As the Brazilian Insti- 
tute of Corporate Governance has noted, the 
most advanced stage of a board’s evolution is 
when sustainability initiatives are not presented 
to a board—instead, they emanate from it.** 


The Road Ahead 


A decade ago, Charles Handy, among the most 
incisive contemporary observers of the mod- 
ern corporation, asked the most fundamental 
of all questions: What’s a business for? His 
response remains relevant today: “To turn 
shareholders’ needs into a purpose is to be 
guilty of a logical confusion, to mistake a nec- 
essary condition for a sufficient one. We need 
to eat to live; food is a necessary condition of 
life. But if we lived mainly to eat, making food 
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a sufficient or sole purpose of life, we would 
become gross. The purpose of a business.. .is 
not to make a profit. Full stop. It is to make a 
profit so that business can do something more 
or better. That ‘something’ becomes the real 
justification for a business. Owners know this. 
Investors needn’t care.”* 

The question of corporate purpose is cen- 
tral to the multitude of issues that define cur- 
rent debates over business-society relations. 
In Handy’s terms, the “something” identified 
here is “the public interest”’—which today 
translates into building a just and sustainable 
world. From this purpose flows the set of 
design principles, and from design principles 
flow the levers of change that are central to cre- 
ating a generation of corporations that embed 
social mission in all aspects of their activities. 

The seeds of such a transformation are dis- 
cernible. Rio+20’s focus on the Green Econ- 
omy in the context of sustainable development 
and poverty eradication, one of two major 
conference themes, is but the latest evidence 
of this evolution. 

A small but growing number of TNCs 
understand the imperative and the opportunity 
of revamping their business models to enhance 
both long-term value creation and competi- 
tiveness. Their leaders demonstrate the readi- 
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ness to open a new chapter in business-society 
relations, to rewrite the social contract by 
bringing the commercial sector into the con- 
tract in a way that transparently, accountably, 
and democratically reinforces the historic bar- 
gain between citizens and their governments. 
Consumer goods TNC Unilever CEO Paul 
Polman, in advocating for the company’s Sus- 
tainable Living Plan, argues: “Changes in pol- 
icy will mean little if not accompanied by 
changes in behavior. That’s why we need a 
different approach in business—a new model 
led by a generation of leaders with the mind- 
set and the courage to tackle the [sustainabil- 
ity] challenges of the future.” That “model” 
should be rooted in the vision, principles, and 
levers for change that are essential for repur- 
posing and redesigning the corporation.*° 

In light ofall these developments, the 2015 
scenario described earlier does not seem as 
implausible as it might at first read. The build- 
ing blocks, though scattered and imperfect, 
await bold and persuasive change agents from 
within and outside of the business community. 
Will history look back at Rio+20 as a moment 
when such agents boldly stepped forward with 
the will, passion, and determination to become 
the vanguard of transformation in the pur- 
pose and design of the corporation? 
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